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Disclaimer

SumZero is not a registered investment advisor or broker-dealer, and is not licensed nor
qualified to provide investment advice. There is no requirement that any of our Information
Providers be registered investment advisors or broker-dealers. Nothing published or made
available by or through SumZero should be considered personalized investment advice,
investment services or a solicitation to BUY, SELL, or HOLD any securities or other investments
mentioned by SumZero or the Information Providers. Never invest based purely on our
publication or information, which is provided on an "as is" basis without representations. Past
performance is not indicative of future results. YOU SHOULD VERIFY ALL CLAIMS, DO YOUR
OWN DUE DILIGENCE AND/OR SEEK YOUR OWN PROFESSIONAL ADVISOR AND CONSIDER
THE INVESTMENT OBJECTIVES AND RISKS AND YOUR OWN NEEDS AND GOALS BEFORE
INVESTING IN ANY SECURITIES MENTIONED. INVESTMENT DOES NOT GUARANTEE A POSITIVE
RETURN AS STOCKS ARE SUBJECT TO MARKET RISKS, INCLUDING THE POTENTIAL LOSS OF
PRINCIPAL. You further acknowledge that SumZero, the Information Providers or their
respective affliates, employers, employees, officers, members, managers and directors, may or
may not hold positions in one or more of the securities in the Information and may trade at any
time, without notification to you, based on the information they are providing and will not
necessarily disclose this information to subscribers, nor the time the positions the securities were
acquired. You confirm that you have read and understand, and agree to, our full disclaimer and
terms of use, a copy of which can be accessed by visiting sumzero.com and that neither
SumZero nor any of its Information Providers is in any way responsible for any investment
losses you may incur under any circumstances.
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Thesis

Disclaimer: The author of this idea and the author’s fund had a position in this security at the
time of posting and may trade in and out of this position without informing the SumZero
community.

Quantafuel (QFUEL) is USD 0.8 Billion market cap based in Sweden and listed on
Oslo Stock Exchange. Quantafuel is the game changing company for plastic
recycling. It is the only company in the world that is able to recycle plastic into
liguids chemically that can be used in new plastic production. The company is
backed by Vitol, the largest trading company in the World and BASF (BASFY) ,
one of the world's largest chemical companies. Vitol CEO stated: “We’re going
to turn it (Quantafuel) into the biggest plastic recycler in the world.” Quantafuel

Is well-positioned to achieve this mission.

Plastic recycling background

Only 14% of all plastic is recycled now. 32% of plastic ends up in nature. At
current progress, there will be more plastic in the sea than fish in not that distant
future. The current situation is unsustainable. EU is instigating the change

by imposing EURO 800 tax on virgin plastic. That should drive investment in

plastic recycling.

There are two types of plastic recycling - mechanical and chemical.
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Mechanical plastic recycling is quite difficult and energy-intensive. Plastic first
needs to be cleaned, sorted into different kinds of plastic, needs to be separated
by color. Only than you can produce pellets that could be useable for further use

in mechanical recycling.

Therefore the way forward is the chemical recycling of the plastic. Mackenzie
believes that chemical recycling will become a USD 75 billion revenue industry,
with USD 25 billion in profits within ten years. Major international players are
entering the race for chemical recycling of plastic. Those include Neste, Shell,
Esso, Veolia. No one has provided any information, that they would have a

technology.

Quantafuel technology

Chemical recycling of plastic through the Paralysis of plastic is not unique.
Quantafuel has been working on the technology for six years. Paralysis plants are
running in Spain or Taiwan. This is not Quantafuel invention. The issue is that all
existing plants cannot produce clean oil products that would not include chlorine,
sulfur, olefins, and nitrogen. These are not suitable for further use in the value
chain. There is no refinery on the planet that could take a vast amount of

resources that include chlorine or olefins to produce plastic from them.

Quantafuel technology is unique after the initial Paralyses reactor. Quantafuel
built a Miniature Refinery after the heating, so their factory starts where the
others stop. Quantafuel purifies the oil by removing chlorine and other impurities

such as ash, Sulphur, nitrogen, and so on and process this through the catalysts,
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as has been done by large refineries for a century. Hydrocracking itself is nothing
new, but Quantafuel is the only one who has designed a catalyst to perform
hydrocracking in gaseous form. The gas is purified, we alter the molecular
structure and achieve a light, a medium, and a heavy fraction that constitute the

recycled raw material for new plastic products.

Quantafuel has been working on its technology for thirteen years. Quantafuel is
the only one who is now operating a chemical plastic recycling plant that can
produce liquids usable in new plastic production.

From 1000 Kg of plastic, they produce 800 kg of liquids, 100 kg of ash that can
be burned as a fuel, and 100 kg of light oil that they use to run the plant.

Strong partners support the investment case

To achieve its mission, Quantafuel partnered with BASF, one of the world's
largest chemical companies, and Vitol, the largest trading company in the world
with substantial infrastructure assets. The strengths and financial backing of
those partners land credibility to the Quantafuel investment case.
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BASF Partnership

BASF has plastic recycling as one of its major strategic development plans. BASF
is the founding member of the Alliance to End Plastic Waste. Quantafuel fits its
strategic goals perfectly. BASF has been working with Quantafuel for years. In
2018 BASF entered Quantafuel with EURO 20 million investment. Both
companies consult on design, and BASF provides technical support on the
Quantafuel site when the production was starting. BASF and Quantafuel declared
that they are planning to build together large plastic recycling plants. Quantafuel

is included in BASF investor presentations:
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From a linear to a more circular economy
- BASF contribution: ChemCycling™

* In 2019, BASF invested €20 million in Quantafuel
{pyrolysis of mixed plastic waste and purification of the
resulting ofl)

« BASF providing technical support in the startup of
Quantafuel’s commercial plant in Skive, Denmark
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Vitol Partnership

Vitol, the world's largest independent energy trader, entered into a strategic
partnership with Quantafuel in 2018. In the Financial Times interview, Vitol CEO
said about Quantafuel: “We’re going to turn it (Quantafuel) into the biggest
plastic recycler in the world.”

The process has already started. In September 2020, Vitol and Quantafuel
announced the commencement of feasibility study for large-scale plastic

chemical recycling plant. The timetable of the plant construction is below.
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Lego Foundation Partnership

Kirbi, the foundation of the Lego family, invested this year NOK 250 Million. The
foundation representative will be nominated to the board of Quantafuel. Their
investment indicates that Quantafuel has a backing from strong financial

investors as well.

KIRKBI invests 250 MMNOK

Finansavisen =

[ Kjop

Lego-milliardaer investerer
250 mill. i Quantafuel

Kirk Kristiansen-familiens private
holding- og investeringsselskap,
investerer 250 millioner kroner i
teknologiselskapet.

LEGOLAEJD?

= Ongoing discussions since February

= MolJ signed in May

® Common ambition to close the loop on chemical
recycling

= Will take up a board seat and work closely with
Quantafuel through other collaborations

Source:

Quantafuel August presentation

Skive plant

The first Quantafuel plant is in Skive, Denmark. Quantafuel’s Plastic-to-liquid (Ptl)
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plant is the first of its kind in the world, and the start-up is an important
milestone for the company. The factory is presently scaled to process 20,000

tons of mixed plastic waste per year, which would otherwise be incinerated or

disposed of in landfills.

The test operation started in early September under the supervision of BASF
technicians. In mid-September, Quantafuel announced that they successfully
started the operation of transforming plastic waste into high-quality liquid
products. They confirmed that the main processes for control, operation and
safety have been working according to plan, and required standards. Quantafuel
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iIs now executing the plan for a gradual increase of capacity, first on one reactor,

and then over the next couple of weeks on several reactors simultaneously.

Based on the existing contracts for raw material and offtake, the 20,000 ton per
year plant in Skive is expected to deliver close to USD 10 million in yearly
EBITDA at full production.

Production expansion

Plant in Denmark is the largest plant in the world, the most advanced and
perhaps the only one of its kind. At 20,000 tons per year capacity, it is still very
small by industrial standards. For all the Quantafuel partners, it is a prototype
plant where they test the new technology. Based on the current plans, Quantafuel
plans to start a new plant next year in Kristiansund in Norway, which will also be a
test plant, where they plant to test new technology. After that Quantafuel, and its
partners will establish its first large scale plants: first in Denmark. Quantafuel,
with their partner Vitol, will start working next year on two large scale plants in
Antwerp and Amsterdam. In 2023 the first plant in cooperation with BASF should

be in operation.
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Recycling can compete with Oil and Gas

Plastic can be chemically processed into oil and gas. The same product refineries
are producing. The difference is that refinery needs to pay for its input - crude oil
- around USD300 per ton. Quantafuel is being paid now around USD50 - USD80O
per ton to take the plastic for recycling. Quantafuel input costs advantage is,
therefore, around USD USD350 - USD380 per ton. As the EU introduces the

EURQO 800 tax virgin plastic tax, the Quantafuel costs advantage may increase
further.
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Additional margin: USD 600-1,000 per ton

Source; Quantafuel Investor Presentation

Economics of plastic recycling plant

Below summaries economics of 100 thousand tons plant for plastic recycling.
Based on the below such plant would generate USD 50 million EBITDA.
Quantafuel plans to build the plants in 50/50 basis with their partners Vitol and
BASF. Quantafuel should, therefore, generate from each plant EBITDA of 25
million plus 5 million in license fees.
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Valuation

The share is now covered only by the Scandinavian brokers, which is the base of

current Quantafuel shareholders. All brokers are very bullish.
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Quantafuel estimates that each plant will produce EBITDA of USD 50 million.
They estimate that they will have a 50% stake in each large plant. In addition,
Quantafuel assumes to receive USD5 million in license fees. For simplicity, let's
assume that each large plant generates EBITDA of USD30 million for Quantafuel.
Pareto Securities believes that each plant increases Quantafuel by 20-30 NOK
per share (approximately USD2 -USD3 per share).

BUY/TP NOK 100 — One additional plant adds NOK 20-30/share

We increase our TP to NOK 100 and reiterate our BUY recommendation on Quantafuel.
The target reflects our ~30% risked DCF valuation of the current pipeline and a WACC
of 7%. Importantly, we estimate that one additional large-scale plant adds NOK 20-
30/share (valuation range depends among other factors upon how much it will be paid
to take the plastic) and expect many more (beyond the current pipeline) to be
sanctioned upon final prove of the technology. As such, we see substantial upside to
our target price as further milestones are achieved while technological risk and
operational issues during the ramp up production remains the key risks to our positive
view on Quantafuel.

Source: Pareto Research
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That would imply that they assume EV/EBITDA multiple of 10-15 (assuming no
debt in Quantafuel, which is an oversimplification assumption for the future).
Based on this, anybody can do a back of the envelope calculation of Quantafuel
valuation. You need to assume how many plants they may have and would be the
EV/EBITDA multiple. Or you can just use Pareto estimate of that each plant
would add 20-30 NOK per share. The point of this is that the valuation could be
many times the current value. As the announcements on new plants would be
coming in, the share price will increase. For example, Fernley Securities in their
base case estimate, that Quantafuel with their partners will operate 23 plants by
2030.

For illustration, | enclose below the description of how Pareto arrived at their 100

NOK price target. Other brokers use a similar methodology.
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In summary, the broker consensus one-year share price forecasts is over 100 NOK
per share, well above the current 55 NOK. | believe this is a longer play than one
year. Quantafuel has everything going for it: unlimited demand for the product,
leading technology, first mover advantage, strong partners, unlimited access to
capital, and strong government support worldwide. | believe that you can double
your money in one year. More importantly, | believe that you can make 5-10 times

your money in 3-5 years. Like early investors in Quantafuel did.

Recent share price development

According to the Scandinavian brokers | talk to, there are two main events that
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influenced the recent share price moves - the recent issuance of new shares and

the rotation from retail to institutional investors.
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The share price peaked on 10 September 2020 at around 87 NOK. On that day,
Quantafuel started pre-sounding of investors for a private placement. The
information must have leaked, and that day the share price went down by more
10% to mid-70s. The next day Quantafuel placed 770 million NOK share
placement at 70 NOK per share. The share issue was many times oversubscribed,

mainly by institutional investors. The 20% share drop initiated a change of
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shareholder composition. Until that moment Quantafuel share price was going
only up. Many mainly German retail investors who got into Quantafuel early got
scared by the first bigger share price move down and started selling. At the same
time, mainly Scandinavian institutional investors started increasing their
positions. The rotation caused the volatility that reached 130% (3 months
volatility). The situation is still ongoing, retail investors are selling and top five
investors are buying. | believe that we will see range trading until the next
announcement - materialization of one of the below catalysts, which should help
the stock to resume its original trajectory. In summary, | believe this is a good
time to enter.

Catalysts

There are several near term catalysts:

1. Confirmation of continues production in Skive on the first production line
2. Full capacity production in Skive on all four lines

3. Information on the construction of their second plant in Sweden

4. Investment Decision on large plants with BASF, Vitol, and others

5. Broadening of research coverage from Scandinavian brokers to major international players

Conclusion

Chemical plastic recycling will become a booming industry over the next
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decades. Quantafuel has all it needs to become a market leader in the field. It has
the first-mover advantage, it has the technology, and it has strong partners. It is
a disruptive technology. Like Google, Facebook, or Amazon has been. Quantafuel

has all it takes to repeat their stunning share performance.
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ldea Updates

The author has not yet posted any updates for this idea.
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Comments

There are no comments yet on this idea.

Visit https://sumzero.com/pro/research/ideas/19120 and start the discussion.
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About SumZero

SumZero is the world’s largest community of investment professionals working at hedge
funds, mutual funds, and private equity funds. With nearly 15,000 pre-screened
professionals collaborating on a fully-transparent platform, SumZero fosters the sharing
of many thousands of proprietary investment reports every year and offers several
ancillary services in support of that effort. These free services include capital
introduction services, buyside career placement services, media placement, and more.
SumZero’s membership base is represented by analysts and PMs at nearly all of the
world’s largest and most prominent investment funds.
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